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5 JUN 1958 

MEMORANDUM FOE; Director of Caatrel Intelligence 
SUBJECT: Project AQUATONE 


1. TMs memorandum is for information only. 

I, The first phase of oar procurement activities under 
Project AQUATONE is ia concrete form and all the contracts are . 
sufficiently developed to allmr aa appraisal. It appears appropriate 
t» reviser the situation at this time when the Air Force plans an 
additional procurement phase of the equipment, particularly from 
©at prime contractor, ' the Lockheed Aircraft Corporation. To 
this point the procurement has heen joint la 'nature. The Central 
Intelligence Agency has signed the contracts and has provided the 
l and s fOr the major procurement items; the Air Force is providing 
ce rta in Government* furbished equipment and Is procuring certain 
othsr items which It is in a Setter position to develop and procure. 

I. In considering this joint procurement, it should be kept 
lat mind that the Central Intelligence Agency is authorised to exercise 
the authorities contained in the Armed Services Procurement Act of 
If4?, including section It thereof. Section 1© is specifically designed 
to facilitate procurement of supplies and equipment by one agency 
for another, and the joint procurement of supplies and services 
req ui red fey the agencies. It provides for such assignments and 
delegati ons ©f procurement responsibilities within the Agency as 
s»*f fee desirable and the assignment and delegations of procurement 
responsibilities from one agency to another or the creation of 
jolni or combined offices to exercise the procurement refponsi* 
bill ties. The procurement program for Project AQUATONE, 
therefore, is clearly within the contemplation of section 10 of 
the Armed Services Procurement Act of 194?. 

4. la general, the various contract# let under Project 
AQUATONE follow normal Government procurement standards 
although they may differ as to type. In certain instances security 
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Of the urgency involved has required alteration of ?^ c **** # * 
waiver, of certain specific limitation.. 

precaution, are concerned, we rely on section l«(b) of the Central 
LteUigence Agency Act of 1949 ia order to have »#* of the 
contract e appear e!ther| 



other device*. On the waiver - 

had little occasion to issue any substantive waiver, or exercise 
unusual authorities which were not available to the Air Force 
nader it. own authorities. Consequently, the procurement by 
the Centra! Intelligence Agency Ha*, to data * "* 

different from that which coaid be accomplished by the Air Force. 

A potential difference, however, arises from the fact that we can 
waive any and all limitation. In the event Project security or other 
considerations require# us to do this, whereas the Air Force 
could be limited ia what can be done in this regard. 

5 , Consideration was given to the Air Force undertaking 
this procurement and the following facts were ascertained. A 
almll** proposal from the corporation had previously been rejects 
fey tbe Air Research and Development Command. The process ug 
ia the Air Force under the proposal known a. Cl. ttl had gone on 
for six to nine month* before rejection. If the present propose 
in which the Central Intelligence Agency had an Interest were to 
be sponsored by the Air Force, it would have to fee referred back 
to the APDC for full justification which would of necessity 
foSude the Central Intelligence Agency*# interest. If approved fey 
AR©e it would then have to go through the Air Materiel Command 
With full coordination under all the Air Force rule. 

Only after that coaid negotiation, on the contract it.elf fee instigated. 
y§» estimate of the time Involved could fee made* except that it 
would fee a long drawn out procedure and that necessarily during 
this procedure a considerable number of office# and individuals 
would set at least an Indication of the purposes for which the 
procurement was aimed. With time a vital factor and absolute 
security inditpeasibie. the Air Force channel of procurement was 
patently impossible. 

4, la. the opinion of the Air Force officers and officials 
concerned, there was no method fey which the Air Force could 
short cut this procedure without raising as many questions as might 
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iaerease in cost. This wi* farther discussed with Mr. Johnson, 
w ho indicated th at he had considerable confidence in his estimate 
an outside figure, but that there were obviously 
some unpredictable items. I undertook to point oat to Mr. Johnson 
the method by which wo planned to operate, including direct negotia- 
tion, elimination of detailed and current audit procedures, and over- 
all simplification of contract procedures, all of which 1 felt would 
allow Lockheed to make savings not normally available. Mr. Johnson 
agreed that this should not only expedite production but also should 
lead to savings on Ms estimate, although he was careful to point 
out that wage rates would be somewhat above normal as they would 
be utilising the cream of the .Lockheed employees for tMsProjcet^SXIAIf 
The definitive contract was, therefore, negotiated on 
price with negotiation upwards if cost experience justified; unlimited 
downwards, ffo price profit lector was established although we 
indicated to Me#srs.^^^|and Johnson that wc 25X1 Alf 

could act go over the average profit factor on Government contracts, 
which appeared to be in the neighborhood of nine and one-half 
(9 1/2) per cent unless substantial savings through economy and 
efficienc y were achiev ed and that contrariwise, if the expenditures 
ran over we would propose that the profit factor would 

be reduced. 


f>. It Is Important to keep in mind that in the prime contract 
as well as the Others executed by thie Agency for Project AGUATCNE, 
the responsibility for performance was put on the Contractor, By 
performance here ia meant more than the actual flight performance 
of the plane. It in the performance of the whole system with all its 
interrelated parts, so that the responsibility was not only for a 
machine which flew at a certain height for a certain distance 
at a certain speed but also to assure that the flight performance wae 
capable of sustaining the camera, communications, navigation, 
and ether necessary equipment. In normal Air Force procurement, 
each part and all materiel must meet rigid Air Force specifications 
and inspection so that as the product comas off the line its performance 
is largely the result Of the Air Force's supervision. Under oar 
ConffiPUef If©. SP-1913, the contractor was aware of the performance 
which was required and it is his responsibility to produce this per- 
formance in such manner as he deem* most effective and efficient, 
Lockheed, therefore, worked directly with P«rkin & Elmer, Hycon, 
Sams- Wooldridge, and the rest as a member of a team to evolve a 
complete and balanced system. In the event of disputes or the need 
for policy determinations, Lockheed could turn to one place to provide 
the answers instead of having each aspect staffed through separate 
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M fcaff components as in the Air Fore#. la certain instances 
modifications Inure been required for the Governtn ent*« purpose* 
over and above the original specifications, which will add to costs 
Otherwise contemplated/ but these have been or will be reflected 
la change orders so that the basic concept erf SP-1913 is not 
affected. . 

f * |a considering, tbs circumstances under which SP-1913 
was negotiated. It appears that the definitive contract Is advantageous 
both to the contractor and t® the Cover ament. To the contractor It 
gave the greatest possible freedom from Inspection and supervision 
while, of course, throwing upon him responsibility for results. 

Since tbs contract with, the Central Intelligence Agency is small 
for Ibis particular corporation, the incentive is to produce results 
which would then be attractive to the Air Force- and larger procure- 
ment. This places a premium on efficiency and performance. From 
foe Government's viewpoint, the price redetermination procedure 
with provision for upward redetermination tends to eliminate those 
contingencies which foe corporation would put into a fixed-price 
contract ©a- a new production item. Furthermore, the profit 
percentage wise and dollar wise will go up as foe Government's 
expenses are reduced; on foe other hand percentage will go down 
and perhaps the dollar amount too if the cost to the Government 
goes up. As of March 25, if 56, foe contractor is ahead of 
schedule and actual expenditures are some $3, 000, C5® under what 
It was anticipated expenditures would be as of this date. However, 
some $i, 400, 000 additional work has been added since inception 
of foe contract. This m ans that foe original work, plus that which 
baa. been added by change orders, will still be accomplished under 
foe original contract price, with some residue, provided that no 
unusual costs are encountered during foe next six or seven mouths. 

10. Due to the contractor's long years of experience with 
Government contract*, foe negotiation on the price redetermina- 
tion is not inordinately difficult since all cost factors are well- 
established including such items as overhead allocations. This 
to bolstered by the foci that the contract provides for inspection 
and audit of the books and records of the corporation at any time 
and arrangements are now befog made to have the Air Force audit 
foe contract on a secure basis and in accordance with procedures 
familiar to Lockheed and to the Air Force. Consequently, the 
contract Ins foe usual benefits and ease of administration and 
performance of a fixed-price contract with foe further benefit to 
foe Government of recovering any contract fund* not actually 
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•upended for the contract work, by virtue of the red ©termination 
Sector , This, of course, is feasible only where a company has had 
suck aa extensive coarse of dealings with the Government that cost 
elements are well- settled and both parties are thoroughly familiar 
with Government procurement practices. Negotiation of the final 
fas or profit (aa a percentage or as a lump sum! is the only area 
la which difficulties may arise. 


11. In connection with procurement which the Central 
Intelligence Agency Is undertaking as agent for the Air Force through 
Contract #P-tft4, generally the same practices and procedures are 
being followed as applied to SP*ifl3. Since the Central Intelligence 
Agency is, however, tbs agent of the Air Force, a detailed agree- 
ment outlining this agency lota been executed between the Agency 

aad the Air Force. In this the Air Force clearly undertakes responsi- 
bility for requirements and specifications and for inspection and 
acceptance and the Central Intelligence Agency performs the 
contractual functions and administers the contract and any change# 
thereto, in accordance with the written request of the Air Force. 
Present known requirements of the Air Force indicate that some 
20 to 30 contracts on behalf of the Air Force will have to be 
processed by os under this arrangement* 

12. fee the foregoing we have discussed in considerable 
detail SP«lfI3, both bemuse it is the major and basic contract and 
because of all the contracts It Is the only one in which there was a 
departure from normal Government procurement practices as 
opposed to procedures. Fvea on that point, which involved the 
implied commitment of additional fends over and above the 
immediate obligation of toads, the same result could be achieved 
by udfier devices available to armed eervice# procurement agencies. 
Other contract* with Perkin (h Elmer, Mycoa, and Wastingfaouse, 
sic. , are all similar to SP-1P13 in the procurement methods 
utilised and, again, probably are all within the legal authority 

of the Air Fore* to procure in thia manner. The contract with 
Ram©- Wooldridge is in all substantive aspects the same as the 
Air Force- would write - a standard cost-plos-a-fixed-fee contract. 

It is interesting to note that in the so-called unusual type contracts 
written to date (Lockheed, Perkin- Elmer, W estiaghouse, etc*! 
which provide for upward redeterminaiios of price, a© such request 
far additional funds has been made aa yet, and will not, in ail 
probability, be made. However the CPFF standard contract has 
Increased considerably in cost over thatoriginally budgeted. This 
indicates only that it is the nature of the work that determines the 
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nltimiU cost to the Government rather than the method of con- 
tracting. The administration of the contracts has not followed the 
normal service practices, as for security reasons it was decided 
to limit the number of contract officers to the minimum, and the 
large staffs which normally review contracts in varying aspects 
were here reduced to one small staff. Within these limitations, 
however, the administration has been meticulous with particular 
attention to change orders. All contracts and all changes thereto 
have been reviewed by the General Counsel or his Deputy and specific 
approvals on policy or fiscal matters have been obtained from the 
appropriate approving officers la all cases. Again, granting that 
this system may work only when dealing with companies which are 
themselves competent in the running of their business and are 
familiar with Government procurement, under the circumstance® 
surrounding this Project, w« believe the procurement system involved 
adequately protected the Government, was effective In meeting 
procurement needs, and through its efficiency and simplicity was 
economical for the Government. 


3 / 

LA WHENCE JL HOUSTON 

General Counsel 

OGC:LRH:jeb (1 June 1956} 

Distribution; 

Copy 1 - ECI 
Copy 2 - SA/DC1/P&C 
Copy 3 - General Counsel 
Copy 4 - PCS/DC1 
/Copy 5 - Project Chr ono 
Copy 6 - OGC holdback 


7 

Approved For Rele^|g}p1/Q8/29 : CIA-RDP33-02415A0001 00350003-8 



